The main purpose of this paper is to identify some reasons behind the economic performance of regions in Laos, especially the impacts of economic transformation from a central-planned economy to market-oriented under New Economic Mechanisms (NEMs) reform in 1986, the impact of reform has pursued significant economic growth, particularly the regional economic performance. Firstly, the growth was faster in big city with better infrastructure and then the growth extension from central to rural region by improving the infrastructure and information network. Moreover, the new policy to open the country leads to increase in the international cooperation and attractive foreign direct investment (FDI). Laos has successfully developed amicable relations with regional states, being a members of many international organization, particularly, a member of ASEAN is necessary for Laos in respect of its economic progress both regional and global procedure.
Introduction
Laos is a small landlocked country with an area of 236,800 square kilometers, two-third of which is mountainous (northern); thus, its geographic circumstances constrain both the quantity and quality of agriculture and cause difficulties to the development of trade, social infrastructure, and transportation and communication links. Laos is located in the centre of energetic and prospering regions of Southeast Asia that is endowed with huge potential to support a strategic resource base, and shares borders with five neighboring countries: China, Cambodia, Vietnam, Thailand, and Myanmar. The country is divided into 3 main regions: northern, central, and southern regions. In 2009, the total population of Laos is 6.26 million, major of those live in valleys of the Mekong River and its tributaries, and population density is only 27 per sq. km. Vientiane is the capital and largest city, has about 799,000 residents.
After becoming an independent in 1975, then Laos established the controls over the economy through the centralized fiscal and socialist government until 1985. During that period, the government had seen that the performance of economy was unable to reach the expected goals. Economic management was weak due to the lack of skilled labors, and there was some external assistance, but many projects were not completed at a satisfactory level. In 1986, the new economic reform was initiated, aimed to move expansion from a central-planned economy to market-oriented under NEMs which turned from socialist economic management system into market oriented system. The two basic political goals including: 1) Open Market policy and 2) Introduction of Market economic principles.
Laos has pursued significant economic and institutional reforms aiming at improving social and economic well-being of population by consistently building itself a market-orientated economic. Laos has achieved remarkable economic growth, privatization of former stateowned enterprises, and macroeconomic stability. In addition, it has witnessed a significant rise in public and private investment and improvement of economic activities both regional and global economic cooperation. Those things were contributed to annual average growth rates of over 6 percent per annum from 1990 to 2009 [1] . Moreover, Laos has invited foreign investors and accepted assistance from various governments and organizations around the world, all of these factors are directly effect on economic and regional development of Laos.
This paper aims to identify the situation behind economic performance of Laos, especially to indentify the patterns and analyze some of the drivers of the regional development in Laos after economic reform in 1986. Secondly, it attempts to explain about the impacts of domestic and international market integration on regional development. The comparison analysis is needed to be successful in regional development through domestic and international integration market interest, based on the characteristic of the geographic of the country creating both opportunity and challenge for the creation of the new economic system. This paper contributes some information insights into the diverse differences of regions in Laos. The data used in this paper are based on the Lao Expenditure Consumption Survey (LECS), Ministry of Industry and Handicraft in Vientiane, and World Development Indicator (WDI).
This paper consists of four chapters including introductory. Next chapter describes about perspectives of regional development after economic reform, including international cooperation. The third chapter highlights the impact of economic reform on regional development, based on the number of industrial establishments in each region and also the impacts on overall economic development. The last chapter concludes the outcomes and provides suggestions for future development.
Regional Development after Economic Reform

Purposes of Economic Reform
After getting independent in 1975, the country had followed the socialist system, where the government makes decisions and controls about what to produce, how to produce, and who gets the final product (opposite of that, in a market economy, individuals own property and are free to trade such property and gain from trading property, prices for goods are decided in a free market system where demand dictates what is made). In early 1980s, this system was not satisfied the goal as the economy performance was unable to reach the expected goals, population getting poorer and weak economic system. These issues confirmed that the central-planned system alone is not the most appropriate for Laos, leading to the economic reform. The transformation from a central-planning to a market oriented economy was launched in 1986, aiming to promote the economic activities that encompassed a variety of evaluates both systemic and macroeconomic characters which are concluded under four main headings: First relates all the characteristic involving in microeconomic view, aiming at improving the structure of intensives and at encouraging the growth of private production. Second is trade liberalization, aiming at promoting the potential of the country based on its specialized advantage and at integrating the country to the international economy particularly in the Southeast Asia. Third is a less accommodating macroeconomic policy in order to secure price stability and reap the growth benefits of economic liberalization. Last one is the legal and institutional measures, which are necessary for the market economy to work [2, 3] .
Following the introduction of new economic reform, the government of Laos has announced to promote the development of the private sectors, leading to the deregulated price and production controls, and granted managerial and financial autonomy to state owned enterprises. Under market-oriented economy there are particular discussions of market integration, for example:  Price liberalization. Complete liberalization except for some key utility prices.  Agricultural reform. Liberalization of agricultural price, including abolition of the state monopoly for rice marketing.  Public enterprise reform. Increase autonomy for public enterprises and privatization of selected public enterprises.  Trade reform. Liberalization of trade through simplification of tariff codes and elimination of most quantitative restrictions.  Exchange rate reform. Unification of the multiple exchange rate system.  Foreign investment policy reform, aiming to attract amount of foreign direct investment. Those reforms are necessary for regional and economic cooperation of Laos, following with the ASEAN and preparing for WTO membership; the reforms have created a less complicated environment for export and import activities and persuaded Laos to become active participants in the world market. However, to achieve higher benefit, the reforms are required to achieve stronger integration with international economy [4] .
Regional Development and Challenges
The new characteristic of new economic structure is much different from the central-planned system. It is an opened door policy as to promote the international trade and economic cooperation, particularly with neighboring countries in Southeast Asia as well as the other countries those are interesting to invest in Laos. Since the economic reform was introduced in 1986, the economic development of Laos has showed a strong record of economic growth and poverty alleviation. The performance of economic development had varied significantly across different parts of the country. The rate of economic growth was initially faster in the Mekhong valley, and then during 1990s, the growth has been stronger in northern part [5] .
Considering the main idea of the regional development, the government has based on the concept rural development through city extension, by improving transportation network from city to rural. This development concept aims to minimize the gap between regions (North, Center, and South) as bridging the gap among those regions. Based on the idea of Social Economic Development Strategy as following 4 steps of regional developments: 1) Infrastructure improvement as the tip of a spear; 2) Focusing on building village and village development clus-ter; 3) Livelihood improvement is at the development core and 4) Welfare upgrading must go one step forward.
The process of regional development is based on the rural development, through the cooperation with national programme [6] : 1) Providing the basic infrastructure system and livelihood improvement in rural areas, in parallel with welfare and healthcare service improvement, reducing the number of poor population in order to achieve the Millennium Development Goals by 2015 as well as to graduate from the list of least developed countries by 2020.
2) Decreasing the gap between the rural and urban areas, especially in providing permanent resident, and land occupation, basic infrastructure improvement to integrate rural and urban, and in improving living standard and social security consistently, together with maintaining the macroeconomic stability and sustainability. All of these factors must formulate the structure for rural economic development as well as awareness raising for self-sufficient , self-reliant, and self improving development under the party's direction and the government's policy.
3) Ensuring the competence of social economic development integrated with the social development, together with securing the natural resources and environmental conservation that are integrated, harmonized and sustained development from local to central levels.
4) Widening antenatal cooperation and increasing of capacity in mutual aid from countries in the region and foreign countries on the basis of the government's international guidance, etc.
From above development plan, the government's afford alone is not sufficient to achieve those targets. Consequently, the international cooperation is required for this economic performance. For that reason, the regional economic development must promote together the domestic investment and foreign investment. The new economic system as open the country to link with the outside world, leading to the increase in cooperation with international and increase the benefit from regional and international markets [7] .
The economic reform has become the most important factor that persuades the economics of Laos has moved to liberalize foreign trade as the open economy through market system; leading to increase the regional economic development and global development. As a landlocked country, so the trade partners started with the neighboring countries, this country has encouraged trade via Vietnam and China to reduce its dependency on Thailand. Meaning that the economic reform has increased in the international competition between 1987 and 1997 as a result of trade liberalization, a main component of NEMs, during this period quantitative restrictions were removed, especially becoming a member of ASEAN in 1997, tariffs have been reduced and expected to be reduced further now that Laos is a member of ASEAN, as to meet the requirements of membership in the ASEAN Free Trade Area (AFTA).
The difference in geographic of the country leads to the difference in regional development growth. Based on the data from LECS (1992/1993, 1997/1998, 2002/2003 and 2007/2008 ) as summary in Table 1 , it illustrates some data on the changes in per capita consumption in different regions in Laos.
From data in Table 1 , it indicates that the overall growth in consumption was stronger in the beginning of survey from 1992/1993 to 1997/1998. From the late 1990s the growth rate is low due to the impact of financial crisis in Asia. Considering at regional basis, at early 1990s it shows a faster growth in Vientiane capital, which is the richest part of the countries, Central and Southern part of growing slower. In second period (1997/1998 indicates that the highest growth rate is in Central region where is located close to Vientiane capital, followed by South and North regions, respectively. From this changing, it can confirm the hypothesis of Williamson as the study of Béla Szörfi [8] that the growth comes from the economic strongest area as Vientiane capital and then will distribute to the other region as capital flows from rich to poor regions.
Together with the opportunity of new economic system, there are some constrains and challenges to both international and domestic integration, since Laos has long been vulnerable by limiting natural conditions and very poor infrastructure. Moreover, Laos is a mountainous country with a weakly developed national transport system, the low level of domestic market integration, which is an evident from the large variation in prices of 
International Cooperation
The government has focused on economic development and how to emerge from the least developed countries by 2020. The international cooperation has shown an important significant role on regional development. It is directed relation to increase of national income and provide more employment opportunity to local people. The question, why the economic reform in Laos is related to international cooperation?
The reform process launched under the umbrella of NEMs, Laos has sought to strengthen international and regional ties. This country is now a member of many regional and international organizations such the Mekong River Commission (MRC), ASEAN, Lao Association of Travel Agency (LATA) and the other international organizations. Moreover, Laos also have received funding from many developed countries and international organizations in case of foreign aids for social and economic development, for example from the International Development Association (IDA) 1 , World Bank, ADB, UNDP, JICA, etc. Applying the study of Hanqin Xue [9] , The introduction of new economic policy through openeddoor policy is assumed to contribute in economic development and to improve the appearance of Laos in international environment.
To reach the national development by 2020, one of the most important factors is investment from both domestic investment and FDI, leading to the international cooperation. Thus, the improvement of socio-economic development and foreign economic relations are the main priorities to achieve the objectives, the goals are to combine the NEMs and reinforce conditions for the high economic growth essential for development. We can consider in two sides, on the domestic side, the programme consider to boost domestic production and develop domestic market, while on the international side, it aims to extend international trade and avoid the external trade deficit, by improving the quality of export goods, lifting regulations and mechanisms hampering export-orientated production, improve foreign investment security, boosting transit trade as well as re-export and duty-free zones, and also preparing for AFTA and WTO membership.
In view of increasingly intensifying global competition, the development strategy of each country should be designed to effectively utilize dispersion and agglomeration forces in production and distribution networking. Along the development path, the key issues will start from how to participate in networks, and shift to how to formulate industrial agglomeration, and then how to upgrade industrial structure. Therefore, necessary policy measures differ by country, according to country-specific conditions such as the phase of economic development, factor endowments, and location. In order to intensively investigate the development strategies tailored for the late comers in ASEAN, namely Cambodia, Lao PDR, Myanmar, and Vietnam (CLMV), and ERIA 2 research project entitled "Development Strategy for CLMV in the Age of Economic Integration" has also been implemented.
The Impacts of Economic Reform
The Impact on Regional Development
The different in regions of Laos have shown the different impacts of economic reform in terms of economic development and income growth. One indicator, showing the positive impact of new economic introduction, is the significant increase in number of investment. In this case, we have considered the number of industrial establishing in different regions (data from 1995 to 2004). The impact of economic reform and policy adjustment play an important role in encouraging and attracting both domestic and international investments. The industrial establishments are more located in the richer city and trend to grow in the other regions. From the capital city as Vientiane to better condition region as central, followed by southern and northern regions, respectively. The main reason is that the transportation cost which is lower in the big city, the higher transport cost in northern region led to the higher cost for investment as spatial cost variation. The interaction between markets and the distribution of goods for sale in local markets are dependent on both physical transportation networks and transport service providers [10] .
The data in Table 2 , LECS III, it shows that the average of road access in Laos was only 61.1% for all seasons, while north region had a lowest number, only 43.3%. In LECS IV, it shows that the average of road access in Laos is significantly increased from 61.1% to 85.8%, indicating that the government of Laos has invested more budgets for infrastructural improvement because the road access is the key of socio-economic development. Northern region has remarkable improved from 43.3% to 76.5% which is higher than in southern region (lowest number), only 74.6% of road access in both seasons. It is noticeable that only in the capital city (Vientiane) that has the road access for all seasons, follow by the central region which is located closed to Vientiane capital; therefore, these regions are very attractive for large industrial investment. This is the positive correlation between the transportation network and industrial investment [11] . Moreover, the geographical factors such location, distance to market, road accessibility naturally have a significant impact on the costs of intermediate and final goods [12] [13] [14] . To simplify the difference in investment opportunity based on data in Table 3 , the variance test made using ANOVA single factor, it shows that there is statistically significant difference (p-value < 0.05) in large industrial investment opportunities among the regions. Considering at the standard deviation, Vientiane capital is 28.74 which is the highest number while in North region only 3.06. This result indicates that the numbers of large industrial investments are more located in big city as Vientiane capital which is the richest city in Laos. This city gets more advantage in terms of transportation system, information network, and human capital. The lower cost of transportation results in the lower cost of investment as well as minimizing the cost for goods distribution to domestic and international markets. Followed by Central region, which is located closed to Vientiane capital be--cause the first priority of government is focusing on urban development and then extension to other regions throughout the countries. These large industries are mainly in the manufacturing sectors while some operate in mining, construction and trading sectors.
Considering at the medium size of industrial investment (Table 4) , using the same analyses as Table 3 (ANOVA single factor), the result also shows that there is statistically significant difference (p-value < 0.05) in medium investment opportunities among the regions. The highest number of standard deviation is in central region and Vientiane capital which is 69.44 and 48.35, respectively, while the lowest is in southern region which is only 14.86. This result indicates that the number of investment for medium industries are more established in Central region and also Vientiane capital, where there are abundant labour and natural resource as well as better transportation network and geographic, compared to those regions in North and South. The Central region is including cities located in central region are linked to Vientiane capital, along with Mekong river that more attractive for the medium size of investment. Considering the Southern region, it seems to be less industrial establishment because this region already has long experienced and specialized in agricultural products such as green vegetables, fruits, coffee, and rice. Those products from the south are distributed to domestic market and exported to neighboring countries such Thailand [15] . The data in Table 5 , the variance test using ANOVA single factor also shows that there is statistically significant difference (p-value < 0.05) in investment opportunities of small businesses among the regions. Even the number of small industries is more established in Central region as the highest value of standard deviation (2437.88), the proportion in the North region is much increased compared with other regions. It is evident that the enterprise structure in the Northern differs from that in other part of Laos, which concentration of smaller enterprises like family business. The fragmentation of market in the northern region that is more appropriate for the geographic of the region as mountainous and the poor infrastructure (transportation). The small business in this region it may also reflect the possibility provided by border trade with neighboring countries, since the northern part of Laos has experienced positive economic development in recent years. The infrastructure is now more improved that linked the trade system with neighbor countries such as China and Thailand.
The Impact on Overall Economic Development
The Impact on FDI and Trade
The introduction of market-oriented economy shows the significant growth and more open to international trade and investment. As we have known that Laos is a small and poor country; therefore, the investment from foreign countries in terms of FDI is needed, because FDI plays an important role in job creation, economic growth, capital inflow, and wealth in the host country [16, 17] . After economic reform, the numbers of FDI and income on international trade have been significant increased. These factors are directly impact on national income as well as GDP growth. From data in Figure 1 , it shows that the Laos' trade volume together with the FDI in flows have steadily increased from 1990 to 2009. However, during 2007-2008, we found that the number of FDI was decreased, due to the impact of the world economic crisis. In 2009, the number of FDI was increased again due the world economic is getting in better condition.
For the whole capital inflow of FDI, most ratio of such inflow has gone to be invested mainly in mining and hydropower, for the regional investors have been expressed interest investing in agriculture, agro-processing, and other manufacturing. In agriculture and agro-processing, land-leases have been signed recently for producing pulp from eucalyptus, producing rubber, sugar and palm oil. They involve investors from India, Vietnam, Malaysia, and Thailand.
The Impact of Reform on GDP
Laos has emerged into international trade with very deprived social and economic conditions in 1986. Since then, Laos has pursued significant economic and institutional reforms aimed at improving the social and economic well-being of Lao people by consistently building itself a market-orientated economic. The economic reform has witnessed a significant rise in public and private investment and improvement of economic activities, which contributed to average real gross domestic product (GDP) growth rates of over Table 6) .
In order to encourage and maintain high economic growth, several policy changes since beginning of year 2004. In late of the same year, Laos aimed Normal Trade Relations status with the US, allowing Laos-based producers to benefit from lower tariffs on exports. This means that Laos has a good opportunity to take the steps to join the World Trade Organization (WTO). We can say that the resulting of trade policy reforms would im- prove the business environment, which would be more attractive for domestic as well as foreign investments, since this factor is one of the key factors influences in economic development. Considering at the growth in the share of GDP in each sector based on the value added of each sector, it shows that economic development of Laos is still highly dependent on natural resources, mainly from agricultural sector. Even though both industrial and service sectors have experienced a high rate of growth while agriculture share of GDP has become lower and lower in previous years, the agriculture still accounts for the largest share of GDP; it accounts for more than 50 percent of the GDP share in 2000 and less than 40 percent in 2009 (Figure 2) .
In long term, even, the agricultural sector would have a strong, positive and significant influence on economic growth, whereas over the extended period, the industrial sector as well as service sector tends to be more dominant in the GDP growth. In 2009, the share of value added in industrial sector is almost equivalent to the share of agricultural sector.
The above figure shows that the industrial value-added in the share of GDP has slowly been increasing, particularly since 1986 when the policy for FDI was improved (Decree No. 73/PM) to attract more investors. The growth in industrial sector is based on the modest growth in the manufacturing subsectors, accounting for over 75 percent of industry sector, especially in the garment industry, a principal manufacturing export as one of the three large export earners of Laos government, together with timber and electricity products. Moreover, it is projected to increase, based on the improved prospects in the international market, particularly in the European markets. In this case, Laos would benefit from a rise in the regional demand from neighboring countries, especially from the Thai economy, which leads to the possibility of obtaining normal trading associates with the United States (US). This would transform into significant potential for growth in manufacturing in the medium term.
Conclusion and Policy Implication
Conclusions
This paper has aimed to identify the impact of economic reform on economic development of Laos, particularly, the pattern of regional development since the characteristic of each region is different in term of geographic. After introduction the new economic policy, Laos has pursued significant economic and institutional reforms aiming at improving social and economic well-being of Laos people by consistently building itself a market-orientated economic. From the early 1990s, it has invited foreign investors and accepted assistance from various governments and organization around the world. The positive reform is the basic for considerable rapid economic growth throughout the 1990s to early 2000s, the improvement of international relationship leading to the increasing of trading partner as well as increasing the number of foreign investment. Those factors influence in economic development as increase in GDP and play a role in emerging the country from least developed countries by 2020. This paper shows that at the beginning of reform the strongest growth occurred in the big region such Vientiane capital, where is the richest areas with better infrastructure, followed by the Central region where is located close to capital city, then faster growth was found in South and North regions. Looking at large industrial investment as well as the medium size industries mostly located in the urban region and then extended to the other region such North and South regions when the transportation systems have been improved.
Political Implication
The different in geographic and infrastructure in each region, caused diverse patterns of regional development in Laos. Those facts are become the challenges for the government. Thus, the first priority is to improve the transportation and information system through the country especially in rural areas where there are abundant in terms of natural resources. If the transportation is improved, it would attract more investment in rural region that would benefit for the all regions in the country.
Second, as to support the transformation for seeking new markets and new investors, the investment policy issues especially the one door policy for foreign investors should be developed and published as to reduce the time for negotiation between government and foreign investors and also to avoid the corruption through document procedure. Liberalization and the "open door" policies should be further implemented to enhance the competitiveness of Laos' products and Laos' economy in international community. The last suggestion is human resource improvement, since the integration international cooperation, the qualified staffs are required for the international discussing as well as working with international organizations.
